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KEY ECONOMIC INDICATORS 


All values in current U.S. dollars Exchange rate as of 
unless otherwise stated. Many dollar February 1, 1979 
figures indicate declines because of US$1 = 70.0 pesetas 
1976 and 1977 devaluations of the 
peseta. 
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%Change % Change 
1976 1977 1977/1976 1978 1978/Same 
Period 
ci sa il pepe lee 


INCOME, PRODUCTION, EMPLOYMENT 
GDP at Current Prices 
(bi441.) 102.3 107.77 147 .9** 
GDP at Constant Prices ne ae < 
Per Capita GDP,Current 
Prices 2,615* 2,960** 21.42 4,020 
Trend adjusted Indexes 
Indust. Production 
(1962=100) (6/78) 380.9 a24..35 418.0 
Invest.in Plant & Eqpt. 
(1962=100) (9/78) 30723 295.2 301.2 
Dept. Store Sales 
(1963=100) (12/78) 1,420.2 1,716.2 2,931.9 
Hourly Wages 
(1967=100) (8/78) 480.6 595.8 685 .3* 
Total Workers (million 
persons) 
(4th Qtr, 1978) 13.2 
Highest Unemployment Rate 
(4th Qtr 1978) 
Cement Consumption 
(1000 tons) 
(1-8/78) 21,293 21,763 
Electricity Consump- 
tion 
(bill.kWh) (1978) 84.9 87.0 
New Car Registrations 
(1000 units) (1-4/78) 614.7 


MONEY AND PRICES 
Money Supply (M3) 
(Bill.) (10/78) ‘91.7 18.72 117.8 
External Debt (Public 
& Private) (bill.) 10.7 29 16.5** 
Central Bank Discount 
Rate (12/78) 7.0% -- 8.0% 
Consumer Price Index 
(6/76=100) (12/78) 107.9 26.4 158.9 
Wholesale Price Index 
(1955=100) (11/78) 416.3 17.6 535.3 





BALANCE OF PAYMENTS AND 
TRADE 
Official Reserves 
(mil.) (12/78) 
BOP Current Account 
(1-12/78) 
Exports, FOB (1-12/78) 
Exports to U.S. 
U.S. Share 
EC Share 
Imports, CIF (1-12/78) 
Imports from U.S. 
U.S. Share 
EC Share 


4,891 


-4,294 
8,723.4 
888.4 
10.2% 
46.4% 
17,455.0 
2,481.1 
14.2% 
33.1% 


6,142 


-2,512 
10,250.2 
1,002.5 
9.8% 
46.3% 
17,885.8 
2,162.1 
12.1% 
34.2% -- 


E 
% 
Change 
1978/ 
Same 
Period 
1977 


1978 


10,015 


1,100** 
13,083.1 
1,210.7 
9.3% 
46.1% 
18,653.9 
2,476.2 
13.3% 
34.6% -- 
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Imports from U.S. - January-October 1978 (millions of dollars): 


Oilseeds (primarily 
soybeans) 

Corn 

Tobacco 

Organic chemicals 


Exports to U.S. - 


Footwear 

Canned vegetables 
Iron and steel plate 
Tires 


NOTES : 


1 - Year-end exchange 
1976, 68. 31-to. Ls 


2 - Percentage change 
number of jobless 

* Provisional 

** Estimate 


MAJOR SOURCES: 


$322.9 


311.2 
90.8 
62.6 


January-October 


228.2 
87.2 
80.6 
50.1 


rates: 
19:37, 


81.65 to 1; 


Inorganic chemicals 

Data processing 
equipment 

Aircraft 

Machinery 


$58.1 
55.0 


40.9 
39.8 


1978 (millions of dollars): 


Petroleum products 
Motor vehicle parts 
Olive oil 

Wine 


1978, 


18.4 
A364 
13.4 
13.2 


70.11 to l 


based on original data in pesetas, or on total 
workers. 


"Current Indicators" and "Survey of the Active Population," National 
Statistical Institute; Bank of Spain monthly bulletin; "Foreign 


Trade Statistics," Finance Ministry. 





SUMMARY 


Spain's transformation into a democracy has steadily 
progressed over the last 3 years, culminating symbolically 
with the overwhelming referendum approval of a constitution 
on December 6, 1978. Prior to this political transformation 
the Spanish economy was shocked by sharp increases in 

energy prices in 1973/74 and the world recession that 
followed. While Spaniards were concentrating on the 
political future of their country, inflation and 

balance-of payments deficits worsened as the necessary 
economic adjustments were delayed. 


The economy continued to progressively deteriorate until 

the second half of 1977 when the Government, after years 

of relative inaction, implemented an effective stabilization 
program and instituted structural reforms. First came 
devaluation and tightened monetary policy. Then, in 
October, Spains' major political parties signed a Moncloa 
Pact to broaden these policies for 1978. The pact limited 
the growth of the money supply and wage hikes. While 

these actions greatly improved the economic situation 

during 1978, the austerity resulted in an 8 percent 
unemployment rate and continued net disinvestment in the 
economy. Consumer price inflation dropped from 26.4 

percent during 1977 to 16.5 percent last year, and the 
major deficits in the balance of payments on current 

account of recent years resulted in a substantial surplus for 1978. 


In order to ease the problems of high unemployment and 
low investment, the economy is being reflated this year 
Monetary and fiscal policies have eased, while wage 
constraints copied after those used successfully in 1978 
are being used to moderate the wage-price spiral. 


As the world's tenth largest industrial economy, Spain is a 
major market for American exports. The United States Export- 
Import Bank counts Spain as one of its largest customers. Our 
agricultural products find a large, fairly stable market here. 
American investors are adopting a positive outlook, following 
the pronounced "wait and see" attitude of 1976 and 1977. 

Early this year a number of U.S. and other foreign banks were 
authorized to open branches in Spain. 


ECONOMIC SITUATION AND TRENDS 


The Economic Problems of Recent Years 


Since the death of General Franco i i 

: : o in 1975, Spain has ch 

at democratic government. The June i677 elote thc a 
e first in 41 years -- were a watershed, and Spanish 





voters overwhelmingly approved a new constitution on December 6, 
1978. 


Adjustment to the economic situation that followed the 

1973 OPEC price increase the the world recession was 

delayed by the political change in Spain. By the time 

the first democratic elections were held in 1977, the economy 
was experiencing runaway inflation, an unsustainable balance- 
of-payments deficit and substantial unemployment. Economical- 
ly Spain was in worse shape than at any time since the 1959 
economic liberalization and reform program, and the beginning 


of the tourist boom helped launch Spain into the prosperous 
1960s. 


Inflation has been one of Spain's major problems for 

half a decade, blamed on the country's easy money policy. 
This policy facilitated accelerating wage increase, and 
postponed adjustment to worsened post-oil embargo terms of 
trade and to domestic economic problems. The growing money 
supply led to artificially high demand, an "over-heated 
ecqnomy.'' Consequently, the Spanish gross domestic product 
(GDP) grew faster in 1975 and 1976 than elsewhere in Europe, 
but prices rose 20 percent in 1976 and 26 percent in 1977. 


Spain registered large and persistent balance-of-—payments 
deficits following the sharp world oil price hikes in late 
1973 and 1974. For years Spain's export earning had covered 
only about half of its import needs; but before the world 
recession that followed the oil price hikes, this trade defi- 
cit was offset by substantial foreign currency earnings from 
tourism, remittances by Spanish workers abroad and new foreign 
investment in Spain. Higher oil prices raised Spain's import 
bill and for several years indirectly led to lower revenues 
from tourism, emigrant workers and foreign investors. To 
make matters worse, growing inflation led to an overvalued 
peseta, which effectively subsidized imports and reduced the 
attractiveness of Spanish exports. The resulting deficits 

in the balance-of-payments current account were financed by 
foreign loans and depletion of foreign exchange reserves. 

The current account deficit exceeded $3 billion in both 

1974 and 1975, and reached an alarming $4.3 billion in 

1976. In the first half of 1977, it appeared that the year 
would end with a deficit exceeding $5 billion and the pesata 
came under intense pressure because of capital flight 

and speculation. 


After the historic June 1977 general elections, the Gov- 
ernment moved decisively, if belatedly, to address the deteri- 
orating economic situation. The first step, a major and 





overdue devaluation of the peseta, was undertaken in July, 
and the remainder of the summer was devoted to the design of 
an austerity program and structural reforms for the national 
economy. Some of the structural reforms, particularly those 
involving the inefficient financial system, were implemented 
immediately by decree. It was announced in September that 
the fight against inflation demanded a reduction in the rate 
of annual growth of the money supply (M3) from 21 percent to 
17 percent by the end of 1977. 


In October all of the nation's leading political parties 

signed the Moncloa Pact on economic policy, which committed 

the signatories to support the austerity and reform measures 
planned for 1978. The pact specifically placed restraints 

on wage hikes, and set the growth of the money supply at 17 
percent--a target that was exceeded, in part, because of a 
larger-than-expected fiscal deficit and the surprisingly strong 
improvement in the balance of payments. Limited price con- 
trols and fiscal restraint were among the other measures in- 
cluded in the pact. 


A decree-law implemented the 1978 wage restraints, which 
limited to 22 percent the rise in enterprise payrolls during 
1978. These salary limits were mandatory for public employees. 


In the case of private firms the restraints had the same effect, 
because both the enterprise and its employees would have paid a 
steep price for exceeding the global limits: the firm would 
have lost all government-granted "credit and fiscal advantages," 
including tax rebates to exporters, and up to 5 percent of the 
workers could have been fired. 


Current Situation 


The peak of Spain's economic difficulties was reached in 1977. 
The classical austerity measures employed since then have had 
the expected effect: sharp improvements in the inflation 

rate and balance of payments, coupled with a rise in unemploy- 
ment. Consumer prices rose by a worrisome 16.5 percent during 
1978, but this was well below the record 26.4 percent rate hit 
in 1977. The primary economic goal of the Government is to 
reduce the inflation rate to 10 percent this year. At best 
this will not be an easy task, and the opposition Socialists 
now consider this target to be somewhat less important than 
creating new jobs. The March 1 general elections resulted in 
the return of the government of Prime Minister Suarez which 
should facilitate economic planning for the rest of 1979. 





Undoubtedly, joblessness has displaced balance-of-payments 
concerns as one of the nation's two major economic headaches. 
Unemployment reached a high of 4.2 percent in 1975, another 
record 5.3 percent in 1976, rising to 6.3 percent in 1977 and 
&.2 percent in the fourth quarter of 1978. The jobless were 
numerous in all sectors of the economy and all regions of the 
country. Unemployment is particularly acute in the poorer 
southern regions of Andalucia and Extremadura. As in other 
European nations, a major proportion of the unemployed are 
seeking their first job. More than half of the jobless are 
under 25 years ot age. Despite increased public works expen- 
ditures and attractive tax incentives for job creation, the 


unemployment rate is not expected to decline substantially in 
1979, 


The roots of this unemployment are inflation and investor 
uncertainty, a rigid labor code, a slack foreign demand for 
Spanish workers, a high birth rate by European standards and, 
in recent years, a slower economic growth rate. 


Following the July 1977 devaluation of the Spanish peseta,the 
balance-of-payments situation improved sharply. The austerity 
measures initiated by the Moncloa Pact led in 1978 to a cur- 
rent account surplus estimated at $1.1 billion and to foreign 
exchange reserves totaling a record $10 billion at year-end. 

An acceptable payments balance is forecast for 1979, although 
the traditionally large trade deficit is not expected to be 
reduced as it was in the last year. Foreign lenders have shown 
themselves quite willing to finance the Spanish foreign debt, 
which is under $18 billion. 


On a more technical level, during 1978 there were moderate 
adjustments to the monetary and fiscal policies outlined in 
the Moncloa Pact. One major factor was the unexpected shift 
to a balance-of-payments surplus. This, together with con- 
tinued foreign borrowing, led to a rapid rise in foreign 
exchange reserves, which added to the money supply. A larger- 
than-planned fiscal deficit also added to the 1978 money 
supply. These forces caused the Spanish central bank on 

June 20 to increase the reserve ratio by 4 percent and to 
curtail sharply rediscount lines and short-term loans for 
private financial institutions. As these measures took hold 
there was some increased tightness of credit to the private 
sector but the overall money supply continued to grow at a 
rate above the Moncloa target. The same monetary and fiscal 
policies that exerted upward pressure on the money supply in 
1978 are still apparent, although they are now in line with the 
decision to reflate the economy. The 1979 money supply target 
is set at a less ambitious 17.5 percent increase, and larger 
fiscal expenditures are planned. 





The possibility of reaching a political or "social" pact 
to outline Spain's economic policies for this year were 

a major topic of discussion in the last half of 1978. 
Broad support for a pact was attributed partly to the 
success of the Moncloa Pact in meeting economic objectives 
in 1978. However, at the end of 1978, three-way talks 
among the Government and representatives of employers 

and workers never reached the stage of serious negotiations. 
The possibility of general elections, which were 
subsequently scheduled for March 1 were a factor in the 
failure of these negotiations. 


The Business Environment 


Economic policy in the second half of 1977 gave price 
stabilization higher priority at the expense of recession. 

As a result, measures of business activity reached new 

lows as business reacted to the prospect of 2 or 3 years 

of low domestic demand. Profits were slimmer, investment fell 
well below the replacement level, and industrial capacity 
utilization slid to a low point of 79 percent in the first 
quarter of 1978. Towards the end of last year the Government 
began to reflate the economy, and this policy is projected to 
continue for the near future. Increased demand, a less restric- 
tive monetary policy, and wage restraints now are being relied 
upon to bring about a business recovery. 


New private investment is required; Spanish industry needs to 
modernize and to make structural changes in order to establish 
a more efficient production structure. Spanish businesses, 
while remaining cautious, will be less so as the economy is 
reflated. Political uncertainties are also a factor, however, 
and the results of the coming general and municipal elections 
could possibly affect investment plans. Foreign investors 
interested in Spain have shown themselves to be more bullish 
than their Spanish counterparts, and have been accelerating 
their investments during the last 2 years. 


A need for newer technology and more modern equipment is not 
presently the only spur to new investment. Wage costs have 
risen substantially over the last decade, and they have also 
been allowed to rise under the wage restraints imposed in 1978 
and 1979. Businesses additionally remain concerned about 
labor laws, which make layoffs very difficult and? therefore, 
make Spanish businesses expanding or diversifying production 
reluctant to increase their labor forces. Consequently, any 
new investments tend to be capital-rather than labor-intensive 
and frequently take the form of labor-saving equipment. 





Ties to the U.S. and Future Membership in the European Common 
Market 


The sizable U.S. business investments here are larger than 

those of any other foreign nation, and more than 13 percent of 
Spain's imports are from the United States. Last year Spain 
imported $2.4 billion worth of U.S. goods. A broad range of 
relations between the United States and Spain is the subject 

of a 1976 Treaty of Friendship and Cooperation. The two govern- 
ments currently are negotiating a treaty to provide relief 

from the double taxation of income. 


Collectively the nations of the European Common Market, more 
correctly known as the European Economic Community (EEC) are 
Spain's principal trading partners although no single member 
sells more to Spain than the United States. Spain has itself 
requested full membership in the EEC, and the accession nego- 
tiations have formally begun. Following conclusion of the 
negotiations, possibly in 1982, a period will be required for 
treaty ratification, and there will be additional transition 
periods during which border tariffs will be mutually dismantled 
and EEC norms adopted by Spain. 


IMPLICATIONS FOR U.S. BUSINESS 


The moderately stepped-up pace of economic activity planned for 
this year suggests that the general level of imports will in- 
crease, perhaps substantially. All indications are that Spain 
will remain a major, attractive market for American products, 
and the position of price-sensitive U.S. goods has been improved 
by both Spanish inflation and the strengthening of the peseta 
vis-a-vis the dollar since the mid-1977 devaluation of the 
peseta. 


The relatively smooth transition to democracy, plus the improve- 
ment in the basic economic indicators described above, has re- 
sulted in a fair degree of optimism among businesses close to 
the scene. This is not to say that the business community is 
not carefully watching the coming general and municipal elec- 
tions or that major questions do not remain for investors, 
including the reform of labor laws. Nevertheless, Spanish 
investment authorization statistics indicate a substantially 
increased level of capital expenditures by foreign investors, 
including majority-owned affiliates of U.S. companies in Spain. 





With the increasing size, quality and level of sophistication 
of Spanish manufacturers, an increasing number of American 
firms are considering joint ventures or the establishment of 
manufacturing facilities in Spain as the most feasible way of 
retaining their shares of the Spanish market. This strategy 
will pay further dividends in years to come when Spain becomes 
a member of the Common Market, as anticipated. 


The largest volume of U.S. products sold in Spain continues to 
be agricultural commodities, coking coal, iron and steel scrap, 
chemicals and chemical products, data processing equipment, 
antibiotics, and aircraft. A change for the better in overall 
business conditions will portend well for suppliers of earth- 
moving equipment (traditionally Spanish buyers have preferred 
U.S. products) as well as mining and construction equipment. 


The outlook for exports of U.S. agricultural commodities to 
Spain is mixed. Sales of principal commodities, corn and soy- 
beans, will likely be down to more normal levels in 1979 after 
extraordinary sales in 1978 when Brazil and Argentina, both 
strong competitors, suffered droughts. 


Current research conducted by the Department of Commerce shows 
good export opportunities in the fields of electronic components, 
telecommunications, food processing equipment, and machine tools. 
The Embassy is conducting promotional campaigns in these areas 

as well as in electrical power, health care, laboratory process 
control, and security equipment. 


Promotion of tourism is also receiving a good deal of emphasis 

as low air fares and a cheaper dollar make this "export" ever 
more attractive. Airlines with transatlantic routes between 
Spain and the United States report that they plan to expand their 
flight schedules in order toaccommodate the increased number of 
Spanish tourists to the United States. 


U.S. companies interested in selling to Spain should consider 
the various facilities that the U.S. Government offers in 

order to help enter this market. These are available at the 
nearest district office of the U.S. Department of Commerce. 
Foreign Service officers provide additional in-country assist- 
ance at the Embassy in Madrid and at consulates in the cities 
of Barcelona, Bilbao and Seville. The American Chamber of Com- 
merce in Spain is also willing to assist U.S. companies entering 
the Spanish market or seeking to expand sales here. The Cham- 
ber's headquarters are located at Edificio Torre do Barcelona; 
Avenida Generalisimo Franco, 477; Barcelona 36, Spain; the 
Chamber also has an office in Madrid located in the Hotel Euro- 
building; Office 9-A; Calle Padre Damian, 23; Madrid 16, Spain. 
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